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BRAZILIAN KEY ECONOMIC INDICATORS 
Exchange rate on September 18, 1981 - US$1.00 = CR$105,99. 


1980 1981E 
1979 1980 1981E 1979 1980 
(PERCENT CHANGE) 


National Accounts 


GDP in current dollars (Billions)1} 213.0 
GDP Growth in Constant Cruzeiros (%) 6.4% 


Gross Fixed Capital Formation 
(Constant Cruzeiros) 
Per Capita GDP (Current $) 1738 1987 


Industrial Indicators 
' Industrial Production Index ($%) 7.0% 7.7% -2.0% 
of which extractive (%) ; 9.8% 12.68 +3.4% 
manufacturing (%) 6.9% 7.5% -2.0% 
Automobiles (thousand) 1,128 1,165 873 
Raw Steel (million Mt) 13.9 52 14.0 
Industrial Electricity Consumption 22.6 24.1 25.2 

for Rio-Sao Paulo (billion kWh) 

Cement (million Mt) 24.9 27 iz 25.4 


Money & Prices 
Money Supply (MI; Yearend Bil Cr.) 803.1 1,367.0 2221.4 
Inflation-IGP (%) Dec/Dec 77.2% 110.2% 100% 
" INPC (%) Dec/Dec2 95.3% 95% 


Balance of Payments (US$ Bil) 
Exports 
(primary products) 
(industrial products) 3 


U.S. Share % 
Imports 


(oil/other fuels) 
(intermediate goods) 7.0 
(capital goods) 4.4 
(consumer/other goods) iw 
U.S. Share % k 17.7% 
Trade Balance -2.8 
Interest Payments (net) -6.3 
Other Service Payments (net) -3.9 
Current Account Deficit -12.9 
Foreign Debt (gross) 53.8 62.4 7.8 
Foreign Reserves (gross) 6.9 6.9 -28.9 


~ 
On in 


20.1 


8.5 
11.6 


17.3% 
23.0 
10.2 


Non Oo @#® sUIN 


E = Estimated 

1/ Average exchange rates: 1979 CR$26.68 = US$1.00; 1980 CR$52.61 = US$1.00. 

2/ INPC Consumer price index begun March 1979. 

3 Industrialized products category includes semi-manufactured and manufactured 
products (including agriculture products). 





SUMMARY : 


After achieving a very strong eight percent rate of growth during 1980, the 
Brazilian economy slowed substantially during 1981 as a result of tight fiscal and 
monetary policies adopted late last year in an attempt to eliminate the trade 
deficit, increase domestic savings, reduce the high inflation rate, and 
re-establish financial confidence. While government policies appear to be making 
some progress toward these objectives, the most significant economic slowdown since 
the 1960's is squeezing the industrial sector and has increased industrial 
unemployment. 


Agriculture remains a priority sector for the government. Agricultural production 
is expected to increase by about five percent and agricultural export earnings 
should increase by four percent despite low commodity prices on international 
markets. A serious frost adversely affected 1982-83 coffee and possibly sugar 
harvests. 


The government's restraints on credit expansion and growth of the money supply, plus 
high domestic interest rates, have had their most direct impact on the industrial 
sector,, which has seen stquitiomety lower production growth. The Gross Domestic 
Product (GDP) may show only a 1+/2 to 2+/2 percent increase for the year, with 
industrial production declining about two percent below 1980 levels. The 
automobile industry has been particularly affected and at mid-year was operating at 
only about 45 percent of capacity, with production 21.5 percent below that of last 
year. For some manufacturers, however, higher profit margins adopted after price 
controls were lifted in late 1980 and early 1981 have partially compensated for 
lower sales volumes. Government analysts predict four to five percent growth in 
1982 but concede that it will be a difficult year. 


In contrast to its $2.8 billion trade deficit during 1980, Brazil's trade accounts 
are likely to be in rough balance. Some government officials are even predicting 
trade surplus during 1981. Long-standing government imposed import restrictions, 
including controls on para-statal corporations, combined with slackened consumer 
demand and reduced petroleum consumption to hold down imports, which between 
January and August remained roughly the same as during the comparable period last 
year. Responding to the high priority which the Brazilian Government has placed on 
exports, the value of total exports rose 18.4 percent during the same period 
despite weaker prices in many of Brazil's agricultural export commodities. 


The improved trade account will be offset by a heavier debt servicing burden. 
Preliminary data indicate that due to high spreads and high international interest 
rates, net interest expenditures will be at least $2 billion greater than the $6.3 
billion recorded during 1980. Most other items in the services account are 
expected to show small improvements. 


Balance-of-payments financing has maintained a steady pace with the Central Bank, 
calculating that, by the end of August, 75 percent of this year's financial 
requirements had been financed. At the end of August official reserves were at 
$6.3 billion, down some $600 million from December 1980 figures. 





Brazil's high rate of inflation remains a major problem but shows signs of 
responding to government fiscal and monetary policies. The widely quoted General 
Index of Prices increased from a 110 percent twelve-month rate in December 1980 to 
121.2 percent in March before a slow decline to 110 percent by August. Government 
analysts predict that the rate will continue its downward trend to bring the 1981 
year-end rate near 100 percent. Much will depend on how soon depleted inventories 
are rebuilt and on the government's determination to stick with present restrictive 
policies. 


Exchange rate policy has been aimed at achieving a slight, real depreciation of the 
cruzeiro relative to the dollar. Cruzeiro depreciation Suring the year has been 
occurring at a 92-94 percent annual rate relative to the dollar. Competitive gains 
against the dollar are being largely offset by the strength of the dollar against 
other major currencies, however. 


The Brazilian Government has stated that it intends to continue its fiscal and 
monetary policies into 1982 in a belief that external financing and balance-of- 
payments constraints must continue to be of overriding importance. Progress has 
been made in 1981 and the oil price and supply situation gives some reason to 
expect additional gains next year; however, the situation remains very delicately 
balanced and the government has very little room to maneuver. 


ECONOMIC POLICY 


Since late 1980, Brazil's economic policy has focused on adjusting a large current 
account deficit and strengthening the external financial position of Brazil. 
Monetary policy has been set on a very tight course with growth in the principal 
monetary aggregates -- the monetary base, money supply, Bank of Brazil credit, and 
the controlled portion of commercial bank credit -- all targeted at 50 percent 
rates of increase, December over December. With inflation still running at annual 
rates of 110 percent, the targets imply a substantial contraction in real 
liquidity. Although the targets are ambitious, the authorities have shown 
considerable success to date in following their announced program. The 
twelve-month rate of increase in the major aggregates has slowed significantly, 
reaching peak rates during May and June of 1980 and stabilizing this year at about 
60 percent. As of August, the monetary base had increased 61 percent (on a 
twelve-month basis) versus a peak of 82 percent in June 1980. For M-l the 
comparable figures were 60 percent versus 85 percent in May 1980. The authorities 
are now publicly suggesting that year-end growth for the aggregates will be between 
60-65 percent. Such a result would mean a sustained period of about 18 months in 
which monetary growth had been less than price inflation by about 40-60 percentage 
points. 





As part of the tighter monetary policy, market interest rates were liberalized in 
late 1980, leading to a very sharp rise in rates, which in the first half of 1981 
reached levels of up to 150 percent for working capital loans. Recently there has 
been some easing of rates as credit demand has weakened with the slower economic 
growth and as inflation rates have eased slightly. Most forecasters now expect 
that by December the twelve-month inflation rate will be between 95 and 100 
percent, so real interest rates are substantially positive. 


The high domestic interest rates combined with tight credit have had the intended 
effect of inducing a strong inflow of foreign capital. For the first eight months 
of the year the Central Bank reports $11.4 billion in new long-term loans have been 
arranged, or about 75 percent of the officially estimated full year requirement of 
$15 billion. 


Exchange rate policy in 1981 has been aimed at generating a gradual, slight, real 
depreciation of the cruzeiro relative to the dollar. Depreciation is being 
maintained at close to the trend of domestic inflation, with little or no allowance 
for foreign inflation. Since the end of December 1980 the cruzeiro has been 
adjusted downward against the dollar at a fairly steady annual rate of 92-94 
percent, a trend, which if maintained through year-end would result in depreciation 
only a couple of points less than the expected outcome for inflation. Any small 
competitiveness gains against the dollar due to exchange rate adjustment or export 
subsidies are being largely offset by the strength of the dollar against major 
currencies so that on a trade-weighted basis the cruzeiro is likely to show some 
loss in competitiveness this year, but much less than last year. 


The exchange rate policy, coupled with high Eurodollar rates and the continuing 
requirement to induce large foreign loans, implies sustined pressures for high real 
interest rates in the domestic market. With Brazilian borrowers paying spreads of 
21/8 to 21/4 percent, Eurodollar borrowings now cost at least 20 percent plus 
fees and other costs. Given exchange rate trends, the real cost of such loans (in 
excess of the inflation differential) is no less than 15 percent. Domestic 
borrowing costs must be kept close to these levels for overseas borrowing to remain 
attractive. Credit allocation policies have been adopted to provide a safety 
margin for the overseas borrowing program over and above interest incentives. Thus, 
foreign borrowing is exempt from the 50 percent limit on growth of domestically 
generated credit. The allowable share of domestically generated credit and of 
total bank lending allowed to flow to multinationals and state enterprises has been 
reduced this year from 40 percent of total to 30 percent. 


Fiscal policy has also been restrictive, although with high inflation rates it is 
hard to be as precise about the net impact of fiscal policy as it is about monetary 
policy. Recently revised ceilings for the Treasury budget call for a nominal 
increase in 1981 expenditures of 73 percent, or a slight decline in real terms, 
assuming a year average inflation rate of 83 percent. Weaker economic activity has 
depressed government revenues, but the effect to date appears to have been a 
reduction in the reported Treasury surplus this year as compared to last year 
rather than a recorded deficit. Many are wondering what effect the upcoming 
elections scheduled for 1982 will have upon the government's resolve, to maintain 
fiscal and monetary restraint. 





BALANCE OF PAYMENTS 


Good export performance and flat imports have narrowed Brazil's trade deficit for 
the first eight months of 1981 to $36 million versus a deficit of $2,466 million in 
the same period of 1980. The slowdown in economic activity and the effect of 
import restrictions are reflected in imports which were down 0.7 percent in the 
January-August period. In volume terms there has been a substantial decline in 
non-oil imports, particularly in the industrial raw materials sector. Aided by 
strong government incentives, exports through August have increased 18.4 percent 
over the same period in 1980. This relatively good result has been obtained 
despite weaker prices in many of Brazil's agricultural export products such as 
coffee, soybeans, cocoa and sugar. fFive-month data indicate that the value of 
manufactured product exports have been increasing this year at a rate of 25 percent. 


Higher dollar interest rates and an expanding foreign debt have added substantially 
to Brazil's net interest expenditures, and it now appears that this item of Brazil's 
service payments will be at least $2 billion greater than the $6.3 billion 
recorded in 1980. Although complete first half data are not yet available, 
comments by public officials indicate that the tourist and transport account will 
show an improvement over 1980. 


As a result of the stabilization measures undertaken by the Brazilian Government, 
capital flows into Brazil increased substantially in the first eight months of 
this year after weakening during 1980. Despite the good financial performance, 
official reserves declined by $600 million between the end of December and the end 
of August. The weaker reserve figures appear to be explained by the lag between 
announcement and drawdown of foreign loans, which became more evident as the rate of 
borrowing increased and by the fact that 1980 end-of-year reserve figures were 
inflated by window dressing operations. At $6.3 billion official reserves provide 
approximately three-months imports cover. 


INFLATION 


Inflation appears to have crested, although the subsequent decline has been slow. 
The widely followed General Index of Prices (IGP) reached a peak (on a twelve-month 
basis) in March of 120.6 percent and has since eased to 110.2 percent in August. 
Since the first of the year, wholesale prices have been increasing less rapidly 
than consumer prices, reversing the pattern of 1980 and holding out the prospect 
that wholesale prices will lead the overall inflation rate lower in coming months. 
The separate National Index of Consumer Prices (INPC), on which the government's 
wage adjustments are based, has been gradually converging with the IGP after a 
period of many months when it showed a lower rate of inflation than the other 
indices. In August, it reached a record high of 106.5 percent on a twelve-month 
basis. Government economists predict that the inflation rate will continue its 
downward trend to bring the year-end rate below 100 percent. Other analysts, 
however, believe that the inflation rate may increase again once inventories are 


resupplied or if the government responds to business pleas for an acceleration of 
the economy. 





NATIONAL ACCOUNTS 


Real growth of the Gross Domestic Product (GDP) during 1981 is expected to be only 
about 11/2 to 21/2 percent compared to the. 8 percent growth achieved during 
1980. Agricultural production is projected as increasing by 5 percent, industrial 
production declining by about 2 percent, and services increasing by about 4 percent. 


AGRICULTURE 


Agricultural output is expected to increase about five percent in 1981, compared 
with 6.8 percent during 1980. Continued efforts by the Brazilian Government to 
stimulate production succeeded in increasing the sown area of most annual crops. 
With the exception of wheat, and to a lesser extent rice, most of the annual crap 
harvests in 1981 will increase. Those crops enjoying a particularly good year 
include soybeans, corn, and dry beans. Producer dissatisfaction with the minimum 
support price, coupled with poor growing conditions, will likely reduce this year's 
wheat harvest to only 1.5 million tons, requiring additional imports. Production 
of major perennial crops and sugar is up from last year's level. Coffee production 
of about 32 million 60-kilogram bags is the largest harvest since 1965/66. 


Although international commodity prices have been soft, raw agricultural exports 
are estimated at $7.4 billion and should account for about 31 percent of total 
exports estimated at about $24 billion. Increased volume in virtually all of the 
major export crops more than offset weakened international prices. 


Brazil's four major agricultural export commodities (coffee, cocoa, sugar, and 
soybeans) are estimated to account for $5.4 billion or 73 percent of agricultural 
export earnings in 1981. Other agricultural commodities and related manufactured 
products expected to show considerable earnings growth in 1981 are poultry, 
processed meats, and orange juice. 


With respect to imports, Brazil again is being forced to import substantial amounts 
of wheat to make up for the gap between domestic consumption and production. As a 
result, wheat imports are likely to cost about $800 million (fob) in 1981, although 
down from last year's level. In addition, corn imports are expected to total about 
$150 million, primarily because of the rapidly expanding poultry sector. 


Frost damage has reduced the forecast 1982/83 coffee crop to 15.0 - 18.0 million 
bags, compared with 32 million this year, but Brazil and other producers are 
expected to have carryover stocks totalling about 40 million bags at the beginning 
of crop year 1982-83, up nearly 13 million bags from one year earlier. Sugar 
production also is expected to be down, but Brazil's ability to meet the 1982 sugar 
export quota will depend on the extent of frost damage in the Center South and 
rainfall distribution in the Northeast. Combined export earnings for the four 
major agricultural exports are expected to increase only marginally from this 
year's forecast. 





Imports of wheat are expected to increase to about $900 million in 1982. 
Factors which could alter the 1982 agricultural outlook include: 
weather; 
government policy with respect to mininum support prices and 
availability of credit at favorable rates; 
international commodity prices; and, 
global as well as domestic economic conditions. 


INDUSTRY 


The Brazilian statistical institute, IBGE, has compiled an industrial production 
index (not including construction or public utilities) showing that industrial 
output in the first six months of 1981 fell 3.3 percent compared with the same 
period of 1980. Moreover, the industrial production index for the twelve months 
ending June 30, 1981, while positive at 2.4 percent, was still falling. Some 
Brazilian economists -have predicted that industrial output for the full year may 
register zero or negative growth. 


Industrial Production Index: Annual Real Growth 


Weight Jan-June 81/ 12 months 
(percent of total) Jan-June 80 ending on 
6/30/81 
(percentage change) 


TOTAL 
-Mineral Extraction 
-Manufacturing 


BY END USE 

-Capital Goods 7.2 -4.8 0 

-Intermediate Goods 47.6 -3.1 el 

-Consumer Goods 42.3 -2.9 o3 
Durables (6.3) (-16.2) (-0.5) 
Non-durables (36.0) (-0.6) (2.8) 


During the first half of 1981, the only industrial sectors which experienced 
positive rates of growth were mineral extraction (see separate section) and several 
components of the consumer non-durable sector. The best results were obtained by 
foodstuffs (up 8.0 percent) and pharmaceuticals (up 5.6 percent). Substandard 
performance was turned in by plastics (down 18.7 percent), transportation 
equipment, including automobiles (down 13.9 percent), metallurgical (down 8.1 
percent), the chemical and the pulp and paper sectors (both down 7.9 percent), and 
electrical and communications equipment (down 6.4 percent). 





The slowdown first manifested itself early in the year by a precipitate drop in 
consumer demand for automobiles, and, shortly thereafter, for nearly all other 
consumer durables. Lower rates of production are now evident in nearly all 
industrial sectors with the exception of some non-durables which enjoy very 
inelastic demand, and at all levels of production and distribution. In addition to 
relatively firm demand for some consumer durables, there are a few industries (or 
firms) which continue to enjoy reasonably healthy levels of demand. These include 
those that (1) are suppliers to the energy sector since oil exploration has not 
been cut back, (2) provide material or equipment used by manufacturers who are 
taking advantage of slack conditions to perform maintenance, or (3) have been 
sufficiently competitive to offset declines in domestic sales with increased 
exports. 


Responding to large government incentives, many manufacturers have done extremely 
well in developing new or expanding old export markets. During the first seven 
months of 1981, exports of manufactured goods accounted for slightly over 40 percent 
of total Brazilian exports and, of more importance, manufactured exports increased 
by 26.3 percent compared to growth of 19 percent in total exports -- as measured 
in current dollar terms. Particularly noteworthy were exports of transportation 
equipment (up 48.0 percent to $872 million), industrial machinery and equipment (up 
18.8 percent to $703 million) and electronic equipment and apparatus (up 46.3 
percent to $276 million). 


The bellwether automotive industry has been the most severely affected by the 
slowdown, and the results have been little short of spectacular. During the first 
eight months of 1981, domestic sales of automobiles, trucks, and buses amounted to 
385,000 units, or 40.3 percent fewer than in the corresponding period of 1981. 
Industry sources maintain that full year 1981 domestic sales will probably 
experience a decline of at least 40 percent -- from 980,000 to 600,000 units. 
Not surprisingly, employment levels in the auto and auto parts industries declined 
during the January-July period by 19.7 and 12.4 percent, respectively, for a total 
loss of 59,000 jobs. The only bright spot for the automotive sector is exports. 
During the first seven months of 1981, exports more than doubled from 67,000 to 
137,000 units (both assembled and CKD); and industry sources expect 1981 totals to 
reach 250,000 vehicles worth more than $2 billion. Auto exports, along with the $1 
billion in exports expected by the auto parts industry, would account for better 
than 12.5 percent of total Brazilian exports. Despite the strong export 
performance, total production for the January-July period was down 21.5 percent 
from year earlier levels. Most sources expect recovery to be very gradual and few 
are counting on a resumption of the 1 million level before 1983 or 1984. 


There are signs that consumer demand and production may have at least stopped 
declining and that the inventory adjustment, which accounted for much of the decline 
in demand,is essentially complete in most sectors. The presumption, therefore, is 
that any real increase in sales will quickly be translated into increased 
production by industry, which is currently operating at only 76 percent of 
capacity. Many businesspeople expect a slight and gradual loosening. of economic 
and financial constraints and a corresponding gradual increase in industrial activi- 
ty. Businesspeople are also somewhat encouraged by the revelation that the 1982 fed- 
eral budget is predicated on an increase in industrial production of four to five 
percent. 





WAGES AND EMPLOYMENT 


Reliable indicators of unemployment are limited, but in January 1980 IBGE began to 
survey unemployment in Sao Paulo and Rio de Janeiro and subsequently expanded the 
survey to cover four other metropolitan areas. These surveys show that the lower 
level of industrial activity during the year has been accompanied by a one to two 
percent rise in unemployment. Reported unemployment was lowest in the South (Porto 
Alegre reported 6.5 percent in August) and highest in the Northeast (Recife 
recorded 9.7 percent). This increased unemployment comes on top of long-standing 
underemployment and hidden unemployment, particularly in the Northeast region. 
Labor leaders tend to be skeptical of the published unemployment figures and 
estimate combined unemployment and underemployment at nearer 30 percent in the 
Northeast and 20 percent in the Southeast with the large urban areas somewhere in 
between. Unemployment appears to be concentrated among auto and construction 
workers and retail employees, with government and bank employees and chemical and 
pharmaceutical industry workers least affected. Given the economic outlook, a 
short-run improvement in the unemployment statistics is unlikely. 


According to recently published preliminary 1980 census statistics, 88 percent of 
the working population of Brazil (listed at 43 million) earn between $40 and $400 
per month, 10 percent between $400 and $1600, while only 1.6 percent earn more 
than $1600 per month. The great majority of wage earners are estimated to earn 
less than $300 per month. A government-mandated biannual cost of living increase 
is extended to virtually all workers. 


MINERALS AND ENERGY SECTOR 


ENERGY 


Industries continue to make progress in energy substitution and conservation 
through the improvement of production processes and by the conversion of some 
industries from fuel oil to electricity and other alternate sources of energy. 


PETROLEUM: Because of slowly declining consumption and increased domestic oil 
production, Brazil continues to reduce its dependence on imported oil. The 
economic slowdown has also contributed to a reduced consumption of energy. 
Brazil's petroleum imports during 1981 are expected to be as much as 15 percent 
lower than the 1979 record high average of slightly more than 1 £million barrels 
per day and about 10 percent below last year, but because of higher import prices 
Brazil's oil import bill is expected to exceed last year's $9.9 billion. Brazilian 
exports of refined petroleum products are also expected to increase from about $400 
million in 1980 to nearly $1 billion this year. 


By August 1981, domestic oil production had reached a record high of 233,000 barrels 
per day and petroleum reserves approached 1.5 billion barrels. The state oil 


monopoly, Petrobras, is planning to spend $4.5 billion on oil exploration projects 
over the next four years. 





HYDROELECTRIC PROGRAM: Hydroelectric plants supply over 86 percent of the 
electricity consumed in Brazil. It is estimated that total electricty consumption 
for the year will reach 126,000 Gigawatt-hours (GWh), five percent greater than 
last year. Electricity consumption is expected to increase about 10 percent per 
year for at least the next three years. 


Joint Brazilian-Paraguayan construction of the 12,600-Megawatt (MW) Itaipu project 
in Parana and of the first stage of the 8,000-MW Tucurui, Para, project have had 
high priorities. A shortage of funds, however, has resulted in some construction 
delays. When completed, the Itaipu project, which is expected to begin operation by 
1983, will be the world's largest hydroelectric plant. The Tucurui project is to 
supply electricity for Carajas, among other uses. 


NUCLEAR PROGRAM: Brazil's first commercial nuclear reactor, Angra I is scheduled to 
begin operation in December 1981 after delays caused by equipment and construction 
problems. This reactor, a 625-MW pressurized water reactor built by Westinghouse, 
is located in the State of Rio de Janeiro. Construction has begun on Angra II, a 
1,245-MWw water pressurized reactor, the first of eight to be built under the 
German-Brazilian Nuclear Accord of 1975. 


PROALCOHOL PROGRAM: Brazil's well advertised alcohol fuel program, which aimed at 
producing 10.7 billion liters of alcohol by 1985, may be rescheduled to reach the 
10.7 billion liter level by 1987. Financial problems are the stated reason for the 
delay. The original plan was budgeted for $5 billion between 1980 and 1984; the 


cost is now expected to be about $6 billion. To date, Brazil has signed contracts 
for production facilities to provide 8.9 billion liters. Some industry sources, 
however, estimate that only 70 percent of the needed cane will be available for 
production of the target but the attractive interest rates and subsidies for cane 
and alcohol producers appear to have led to a nearly complete industrial package 
for the desired production goal. 


There has been much public anxiety over the government's commitment to the alcohol 
fuel program. The sale of alcohol fueled cars, for example, has suffered because 
of doubts about the future supplies of alcohol. 


MINERAL SECTOR 


Although Brazil's mining sector, excluding petroleum, produces only about 2 percent 
of total GDP, its share of exports is about 10 percent. If metals processing and 
fabrication are included, the metal/mining share rises to about 17 percent of GDP. 
The sector has a bright future and should attract investments on the order of $60 
billion by the end of the century. 


Iron ore is the major mineral mined and exported, ranking second in the world in 
iron ore reserves. During the first seven months of 1981, Brazil exported 46.6 
million metric tons of iron ore valued at about $969 million. If Brazil attains 
its 1981 goal of exporting 85 million metric tons of iron ore, an 82 percent 
increased over 1980, Brazil could become the largest iron ore exporter in the 
world. Bauxite is the rising newcomerin Brazil. The country again has the world's 
second largest reserves, reserves that should last for over 100 years. Manganese 
is another important mineral export, with Brazil being the world's fifth largest 
producer. 





The Brazilian Government continues to give high priority to the Carajas regional 
development project in the State of Para. In November 1980, the government 
announced a ten-year plan to develop the Carajas mineral province. The project is 
expected to cost $61 billion to develop and should provide Brazil with some $14.6 
billion per year in export earnings by 1990. It has been announced that about $39 
billion will be invested in the mining operation itself with another $22 billion 
in developing the required infrastructure. Several minerals are located within the 
Carajas: iron ore, manganese, copper, bauxite, nickel, tin, and gold. Iron ore 
production is scheduled to begin in 1985 and gold is currently being mined at Serra 
Pelada in the Carajas. 


IMPLICATIONS FOR THE UNITED STATES 
IMPORT POLICY 


It is not anticipated that Brazil will relax its restrictive import policies within 
the foreseeable future due to its continuing vulnerability to balance -of-payments 
disequilibria. There are still many items on the suspended list; i.e., goods for 
which the issuance of import licenses has been "temporarily" suspended and the 
September 24, 1980, Central Bank measure (Resolution 638) imposing requirements for 
foreign financing on imports of capital equipment, consumer durables, and chemical 
and steel products remains in effect as of September 1981. Foreign financing with 
terms ranging from 180 days to 8 years, dependent on the value of the item 
imported, are required for imports of these items exceeding $100,000. 


On the other hand, the implementation this year of import programs or quotas for 
individual firms seems to be working well, and most importers report that they are 
encountering fewer administrative difficulties and delays than was the case during 
1980. 


The Central<Bank continues to charge the 25 percent Tax on Financial Operations on 
the purchase of foreign exchange needed to pay for imports from all non-Latin 
American sources. Exceptions are made for oil and certain other imports, however. 
(There is a preferential 20-percent rate for imports from other Latin American 
countries. ) In addition, certain of the other miscellaneous taxes and charges 
levied on importers, which were already onerous, have been increased recently. 


These restrictions, while not discriminatory among foreign suppliers (excepting the 
slight preference given Latin America), obviously limit the potential of the 
Brazilian market and make it essential that prospective American suppliers do their 
homework in order to accurately identify areas/products which offer real marketing 
opportunities. 


In general the Brazilian market offers the greatest opportunities for American 
exports of: 1) high technology items, especially those that increase exports; 2) 
equipment for the development of energy resources, especially electricity and 
petroleum, and for energy conservation; and 3) raw materials and industrial 
components which, despite Brazil's successful import substitution program, are 
still not produced domestically in the necessary quantity or quality. 





Specific American products with a high potentia) in the Brazilian market include 
electronic production and test equipment and related components, avionics and air 
traffic control equipment, oil and gas field equipment, electrical power generation 
ané distribution eauipment, mining machinery, laboratory and scientific 
instruments, process control instrumentation, printing equipment, food processing 
and packaging machinery, communications equipment, medical diagnostic equipment and 
graphic arts equipment. Shows planned for the Trade Center in Sao Paulo during 
1982 include communications equipment (March), micrographics (March), avionics and 
ground support equipment (April), laser/electro-optical equipment (June), pollution 
control equipment (August), food processing and packaging (October) and 
metalworking equipment (November). American manufacturers should contact the 
Industry Participation Division, U.S. Department of Commerce, Washington,D.C., or the 
U.S. Trade Center in Sao Paulo regarding participation in.these events. 


Despite the restrictive import policies, United States exports to Brazil have been 
growing. United States exports to Brazil during 1980 totalled $4.3 billion, up 
some 27 percent from $3.4 billion during 1979 and nearly equalled the 27.8 percent 
growth rate of total Brazilian imports during 1980. During the first six months of 
1981, the United States' share of Brazil's non-oil imports grew an impressive 1] 
percent from 28.7 to 39.7 percent of total imports compare¢c to the same period 
during 1980. The current year will pose challenges for American and other foreign 
suppliers for, as noted previously, the Brazilian market for non-petroleum imports 
is shrinking: during the first six months of 1981 Brazilian non-oil imports were 
$482 million or 7.5 percent lower than during a comparable period of 1980. 
Aggressive American exporters, aided by the Foreign Commercial Service and the 
Departments of State and Commerce, can continue to be successful in the Brazilian 
merket. 


INVESTMENT POLICY 


According to the Central Bank registry of foreign investments (which does not 
incluée loans and financings), cumulative American investment in Brazil in March 
1981 was $5.1 billion, which included $3.3 billion in dollar investments and $1.8 
billion in cruzeiro reinvestments. (The Commmerce Department estimates the value 
of US investment in Brazil, including loans, to have been in excess of $8.5 billion 
at year-end 1980.) American investment as measured by the Central Bank was 16 
percent higher than during 1979 when investment was $4.4 billion. The United 
States is the single largest foreign investor in Brazil with 29.1 percent of total 
foreign investments of $17.5 billion in March 1981, up slightly from 27.4 in 1979. 


Brazilian Government's expressed investment priorities are: 
exports, 

petro’eum substitution, 

consumer goods, and, 

regional projects, such as CARAJAS. 


Agro-industry and higher technology manufatturing have also been mentioned as areas 
of investment interest. 





Brazil has a generally liberal policy toward foreign investment and, with the 
exceptions of petrochemicals, transportation, communication, and data processing, 
Brazilian legislation gives foreign-owned firms the same rights as Brazilian-owned 
ventures. The government's clear preference for joint ventures, plus the advantages 
available to firms with majority local capital (such as access to cheaper credit), 
have induced a number of multinationals, especially those dependent on sales to the 
government or to state enterprises, to take on Brazilian partners. The 
government's plans to sell certain state enterprises may also provide room for 
private foreign participation. 


Special policies do apply toward certain sectors of particular national 
importance. Foreign investments are generally prohibited in public communications, 
transportation, public utilities, steel making, and petroleum exploration (other 
than on the basis of a risk contract with the state oil company, Petrobras) and 
refining. In the petrochemicals sector, the preferred pattern is a tripartite one 
with Petrobras, Brazilian private capital, and a multinational company each holding 
one - third. In data processing, the production and sale of minicomputers is 
reserved for five Brazilian firms, although limited foreign participation is 
permitted in medium-sized computers. Telecommunications are also sensitive, with 
the government requiring key telephone switching equipment to be supplied by 
Brazilian-controlled companies, leading to some joint ventures with foreign 
minority participation. 


The government has been reluctant to allow foreign participation in the alcohol 
fuel program. In the mining sector, the government is genuinely desirous of 
foreign investment; but, as an example, the rules under which foreign firms will be 
permitted to participate in the huge Carajas regional development project have not 
been spelled out. 


Since 1980, the government has been considering changes in rules on the registration 
of foreign capital, particularly reinvestments of local currency profits, which 
would have implications for the foreign remittance of profits. Three draft Central 
Bank resolutions were published earlier this year and discussions occurred between 
Central Bank officials and representatives of local foreign chambers of commerce; 
however, the issuance and implementation of new rules would reportedly represent 
more a codification of existing procedures rather than an entirely new set of rules. 





International 
Marketing Information 
Series 


as 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 
Washington, D.C. 20230 





You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING yr mince Remtrosrew 
BLINDFOLDED? a year—bring you detailed icmnaion on cuties . 


trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 


U.S. goods. You'll find information on: 


e trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 


Implications for the United States 
focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


SS FES NE OER SA I EE nN 0 PRE SS SRM EEN NY LN SESE 9 20 ST SER VT En I TT 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
; Credit Card Orders Only 


Enclosed is $ ___ D check, 
OD money order, or charge to my 


Deposit Account No. Credit PT TUTTI TT ret 
ELLE TES) ae 

howling Expiration Date 
a Month/Year Err) 


Enter my subscription to: [] Overseas Business Reports at $40 per year ($50 overseas) 
0 Foreign Economic Trends at $50 ($62.50 overseas) 


Total charges $_______ Fill in the boxes below. 


Company Name 


Indwidual’s Name—First. Last 
Street address 


City State ZIP Code 


dak: Akg hha ded 


(or Country) 


RELL I 


PLEASE PRINT OR TYPE 





